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PART V. 

INPATIENT HOSPITAL Payment system 


Article 1 .  
Application of Payment Methodologies 

12 VAC 30-70-200. Application of payment methodologies. 

Thestateagency will payforinpatienthospitalservices i n  general acutecarehospitals,rehabilitation 
hospitals, and freestanding psychiatric facilities licensed as hospitals under a DRG-based methodology. This 
methodology uses both per caseand per diempaymentmethods. Article 2 (12 VAC 30-70-220 et seq.) 
describes the DRG-based methodology, including both the per case and the per diem methods. Article 3 (I:! 
VAC 30-70-400 et seq.) describes a per diem methodology that applied to a portion of payment to general 
acute care hospitals during state fiscal years 1997 and 1998, and that will continue to apply to patient stays 
with admission dates prior to July 1, 1996. Inpatient hospital services that are provided in long stay hospitals 
and state-owned rehabilitation hospitals shall be subject to the provisions of Supplement 3 (12 VAC 30-70-10 
through 12 VAC30-70-130). Until claims can be processedand paid by theDRGpaymentmethodology, 
interim payments to hospitals will continue to be made by theper diempayment methodology described at 
Article 3 ( 1  2 VAC 30-70-400) and cost settled at the DRG amount when the hospitals' cost reports are settled 
at year end. The l imit  of coverage for adults of 21 days in a 60-day period for the same or similar diagnosis 
shall continuetoapply in theprocessingofclaims(interimpayments).Transplantservices shall not be 
subject to the provisions of this part. They shall continue to be subject to 12 VAC 30-50- 100-through 12 VAC 
30-50-3 10 and 12 VAC 30-50-540. 

11 VAC 30-70-201. Prior notice of onset of claims processing system. DMAS shall provide prior notice to 
the onset of the DRG claims process systemin the Virginia Register ofRegulations as well as direct notices to 
all affected hospitals. As DMAS develops regulations, it shall consult with affected provider groups. 

Article 2. 
DRG-Based Payment Methodology. 

12 VAC 30-70-210. Reserved. 

12 VAC 30-70-220. General. 

A.  	 EffectiveJuly 1 ,  1998, theDRGpaymentsystemdescribed in thisarticleshallapply to inpatient 
hospitalservicesprovided in enrolledgeneralacutecarehospitals,rehabilitationhospitals,and 
freestanding psychiatric facilities licensed as hospitals, unless otherwise noted. 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL s e c u r i t y  ACT 

State of virginia 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENTrates 
INPATIENT HOSPITAL CARE 

Article 2. 
Transition Period. 

12 VAC 30-70-2 10. Transition period reimbursement rules. 

A. EffectiveJuly 1, 1996,thestateagency'sreimbursementmethodology forinpatienthospitalservices 
shall begin atransitionfromaprospective perdiemtoaprospectivediagnosis related groupings(DRG) 
methodology. During the transition period, reimbursement of operating costs shall be a blend o fa prospective 
DRGmethodology(described in Article 3 ofthispart)andarevisedprospective perdiemmethodology 
(described in Article 4 of this part). The transition period shall be SFY 1997 and 1998, after whicha DRG 
methodology alone shall be used. 

B. Tentative payment during the transition period. During the transition period claims \vi11 be tentatively 
paid on thebasis of the revisedper diem methodology only. Payment of claims basedonDRGratesshall 
begin July I ,  1998. 

Finaloperatingreimbursementduring thetransitionperiod.Duringthetransition period settlement of 
eachhospitalfiscal year will be carriedoutasprovided in 12 VAC30-70-460. Each hospital's final 
reimbursement for services that accrue to each state fiscal year of the transition shall be based on a blend of 
the prospective DRG methodology and the revised per diem methodology. For services to patients admitted 
and discharged in SFY 1997 the blendshallbe1/3 DRG and 213 revised per diem. For services topatients 
admitted after June 30, 1996, and discharged during SFY 1998 the blend shall be 213 DRG and l/3 revised per 
diem. Settlements shall be completed according tohospitalfiscalyears,butafterJune 30, 1996, changes in 
rates and in the percentage of reimbursement that is based on DRGs vs. per diem rates, shall be according to 
state fiscal >.ear. Services in freestanding psychiatric facilities licensed as hospitals shall not be subject to the 
transition period phase-in of new rates, or to settlement at year end; the new system rates for these providers 
shall be fully effective on July 1: 1996. In hospitalfiscal years that straddle the implementation date (years 
starting before and ending after July I ,  1996) operating costs must be settled partly under the old and partly 
under the new methodology: 

1 .  Daysrelated to dischargesoccurringbeforeJuly 1, 1996,shall be settledundertheprevious 
reimbursement methodology (see 12 VAC 30-70-10 through 12 VAC 30-70-130). 

2 .  	Stays with admission date before July 1, 1996, and discharge date after June 30, 1996, shall be settled 
in two parts,withdaysbeforeJuly 1, 1996,settled on thebasisofthepreviousreimbursement 
methodology (see 12 VAC 30-70-10 through 12 VAC 30-70-130), and days after June 30, 1996, settled at 
100% of the hospital's revised per diem rate as described in Article 4 (12 VAC 30-70-400 et seq.) of this 
part. The DRG reimbursement methodology shall not be used in the settlement of any days related to a 
stay with an admission date before July 1, 1996. 

3 .  Stays with admission dates on and after July I ,  1996, shall be settled under the transition methodology. 
A11 cases admitted from July I ,  1996,onwardshall be settledbased on the rates and transition rules in 
effect in thestatefiscal year in whichthedischargefalls.Theonlyexceptionshall be claims for 
rehabilitationcaseswith length of stay sufficient that one or more interim claims are submitted. Such 
claims for rehabilitation cases shall be settled based on rates and rules in effect at the time ofthe end date 
("through" date) of the claim, whetheror not it is the final or discharge claim. 
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DRG payment system is rebasedand recalibrated For State Fiscal Year 1999, the base year 
shall be State Fiscal Year 1997. 

7-. “Groupablecases”are DRGcaseshavingcodingdata of sufficientqualit), to support DRG 
assignment 

1

J. “DRGcases”aremedical/surgicalcasessubject to payment on thebasis ofDRGsand include 
groupable, Ungroupable, and transfer cases. DRG cases do not include per diem cases. 

4.  	 “Ungroupablecases”arecasesassigned toDRG 469(principaldiagnosis invalid asdischarge 
diagnosis) and DRG 470 (Ungroupable) as determined by the AP-DRG Grouper. 

5 .  	 “Perdiemcases”arecasessubject to perdiem payment andinclude(i)coveredpsychiatric 
cases in generalacutecarehospitalsanddistinct partunits (DPUs)ofgeneralacutecare 
hospitals(hereinafter“acutecarepsychiatriccases”),(ii)coveredpsychiatriccases in  
freestanding psychiatric facilities licensed as hospitals (hereinafter “freestanding psychiatric 
cases”),and(iii)rehabilitationcases in generalacutecarehospitalsandrehabilitation 
hospitals (hereinafter “rehabilitation cases”). 

Psychiatric cases are cases with a principal diagnosis that is a mental disorder as specified in 
theICD-9-CM.Not allmental disordersarecovered. For coverageinformation,seethe 
Amount, Duration, and Scope of Services, Supplement 1 to Attachment 3.1 A&B (12 VAC 
30-50-95 through 12 VAC 30-50-310). The limit of coverage of 21 days in a 60-day period 
for the sameor similar diagnosis shall continueto apply to adult psychiatric cases. 

6. 	 “Transfercases”areDRGcasesinvolvingpatients(i)whoaretransferredfromonegeneral 
acute care hospital to another for related care or (ii) who are discharged from one general 
acute care hospital and admitted to another for the same or a similar diagnosis within five 
daysofthatdischarge.Similardiagnosesshallbedefined as ICD-9-CMdiagnosiscodes 
possessing the same first three digits. 

7. 	 “Readmissions”occurwhenpatientsarereadmitted to thesamehospitalforthesame or a 
similar diagnosis within five days of discharge. Such cases shall be considered a continuation 
of the same stay and shall not be treated as a new case. Similar diagnoses shall be defined as 
ICD-9-CM diagnosis codes possessing the same first three digits. 

8. 	 “Outliercases”arethoseDRGcases,includingtransfercases, in whichthehospital’sadjusted 
operating cost for the case exceeds the hospital’s operating outlier threshold for the case. 
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15. 

The“operatingcost-to-chargeratio”equals the hospital’s total operatingcosts, 

applicable operating costs for a psychiatric DPU, divided by the hospital’s total charges. less 

any applicable charges for a psychiatric DPU. In  the base >‘ear,this ratio shall be calculated 

for each hospital by ( i )  calculating the average of the ratio over the most recent five ) . e n  for 

which data are available and ( i i )  trending the hospital specific average forward from the mid­

point, of the five year period with a statewide trend factor. For StateFiscal year 1999. data 

for StateFiscalYears 1991 through 1995shall be used,The statewide trendfactorshall be 

the average of the four annual statewide aggregate factors of change that occurred in the five 

year period. This trend factor shall be compounded from the mid point ofthe f ive year period 

to the base year. 


The “capital cost-to-charge ratio” equals the hospital’s total capital costs, less any applicable 

capital costs for a psychiatric DPU, divided by the hospital’s total charges, less any applicable 

charges for a psychiatric DPU. In the base year, this ratio shall be calculated as described in 

subdivision 7 of this subsection. 


The “psychiatric operating cost-to-charge ratio” for the psychiatric d p u  of a general acute 

care hospital is the hospital’s operating costs for a psychiatric DPU divided by the hospital’s 

charges for a psychiatric DPU. In the base year, this ratio shall be calculated as described i n  

subdivision 7 of this subsection, using data from psychiatric DPUs. 


The “psychiatric capital cost-to-charge ratio” for the psychiatric DPU of a general acute care 

hospital is thehospital’scapitalcostsforthepsychiatricDPUdivided by thehospital’s 

charges for the psychiatric DPU. I n  the base year, this ratio shall be calculated as described in 

subdivision 7 of this subsection, using datafrom psychiatric DPUs. 


The “statewide average labor portion of operating costs” is a fixed percentage applicable to 

all hospitals. The percentage shall be periodically revised using the most recent reliable data 

from the VHSCRCNHI. 


The “Medicare wage index” and the “Medicare geographic adjustment factor” are published 

annually in the Federal register by the Health Care Financing Administration. The indices 

and factors used in this article shall be those in effect in the base year. 


The “outlier operating fixed loss threshold” is a fixed dollar amount applicable to all hospitals 

that shall be calculated in the base year so as to result in an expenditure for outliers operating 

payments equal to 5.1 percentof total operating payments for DRG cases. The threshold shall 

be updated in subsequent years using the same inflation values applied to hospital rates. 
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VETHODS and standards FOR establishing payment RATES ­
inpatient hospital care 

16. 	 The “outlier adjustment factor” is a fixed factor published annually in the federal register b>, 
theHealth Care Financing Administration. The factor used in this article shall be the one i n  
effect i n  the base \.ear. 

17. 	 The “DRG relative weight” is the average standardized costs for cases assigned to that DRG 
divided by the average standardized costs for cases assigned to all 

1 s. 	 The “hospitalcase-mix index” is theweighted average DRG relative weight for 311 cases 
occurring at that hospital. 

19. 	 The “base year standardized costs per case” reflects the statewide average hospital costs per 
discharge for DRG cases in  the base year. The standardization process removes the effects of 
case-mix and regional variations in wages and geography from the claims data and places all 
hospitals on a comparable basis. 

20. 	 The “base year standardized costs per day” reflect the statewide average hospital costs per 
day for per diem cases in the base year. The standardization process removes the effects of 
regional variations in wages and geography from the claims data and places all hospitals on a 
comparable basis. Base year standardized costs per day were calculated separately, but using 
thesamecalculationmethodology,forthedifferenttypesofperdiemcasesidentified in 
subdivision 4 of this subsection. 

21. A “disproportionate share hospital” is a hospital that meets the following criteria: 

utilization of 15 percent, or low-incomeA Medicaid rate in excess a patient 
utilization rate exceeding 25 percent (as defined in the Omnibus Budget Reconciliation Act of 
1987 and as amended by the Medicare Catastrophic Coverage Act of1988); and 

b. Atleast two obstetricianswithstaffprivilegesatthehospital who haveagreed to 

provide obstetric services to individuals entitled to such services under a state Medicaid plan. 

In  the case of ahospitallocated in a ruralarea(that is, an area outside of a Metropolitan 

Statistical Area as defined by theExecutive Ofice of Management arid Budget), the term 

“obstetrician”includesanyphysicianwithstaffprivilegesatthehospitaltoperform 

nonemergency obstetric procedures. 


C .  Subdivision 2 1bofthissubsectiondoes not apply to ahospital: 

( 1 )  At which the inpatients are predominantly individuals under 18 years of age; or 

(2) Which does not offer nonemergency obstetric services asof December 2 1 ,  1987. 
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12.  	 The“Medicaidutilizationpercentage” is equaltothehospital’s total Medicaidinpatient days 
divided by the hospital‘s total inpatient days for agivenhospitalfiscal).ear. The medicaid 
utilizationpercentageincludes daysassociated with inpatienthospitalservices provided to 
medicaid patients but reimbursed by capitated managed care providers. 

2 3 .  	 ‘’Type One” hospitalsarethosehospitals that \+‘erestateowned teachinghospitals on january 
I ,  1996. “Type Two” hospitals are all other hospitals. 

24. 	 “Cost”meansallowable cost asdefined in Supplement 3 and by Medicareprinciples of 
reimbursement. 

D. 	 The AI1 PatientDiagnosis Related Groups (AP-DRG) Grouper shall be used in the DRG payment 
system.EffectiveJuly 1 ,  1998, and unt i l  notification of achange is given,Version 14.0 of this 
grouper shall be used. DMAS shall notify hospitals by means of a Medicaid Memo when updating 
the system to later grouper versions. 

E. 	 The primarydatasources used in thedevelopment of theDRGpaymentmethodologywerethe 
Department’s hospital computerized claims history file and the cost report file. The claims history 
file captures available claims data from all enrolled, cost-reporting general acute care hospitals, 
including Type One hospitals. The cost report file captures audited cost and charge data from 
allenrolled general acute carehospitals, including TypeOnehospitals. The following table 
identifies key data elements that were used to develop the DRG payment methodology and 
that w i l l  be used when the system is recalibrated and rebased 

Data Elements for DRG Payment Methodology 

r Data Elements 
Total charges for each groupable case 

of groupable casesin each DRG 
of groupable cases 

Total charges for each DRG case 

Total number of DRG cases 

Total charges for each acute care psychiatric case 

Totalnumber of acutecarepsychiatricdays for each 

acute care hospital 

Total charges for each freestanding psychiatric case 

Total number of psychiatric d a w  for each freestanding 

Source I 
Claims history file 
Claims history file Number 
Claims history file Total number 
Claims history file 
Claims history file 
Claims history file 

Claims history file 
Claims history file 

”. . . 
I I ,
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ratio  

ratio  

Effective  

for  

for  

Darn Elenrents 
psychiatric hospital 
Total charges for each rehabilitation case 
Total number of rehabilitation days for each acute care 
and freestanding rehabilitation hospital 
Operating cost-to-chargeratio for each hospital 
Operatingcost-to-charge ratioforeachfreestanding 
psychiatric facility licensed as a hospital 

Psychiatric cost-to-charge theoperating 
psychiatric DPU of each general acute care hospital 
Capital cost-to-charge ratio for each hospital 
Capital ratioeachcost-to-charge for freestanding 
psychiatric facility licensed as a hospital 

Psychiatriccost-to-charge thecapital 
psychiatric DPU of each general acute care hospital 
Statewide average labor portion of operating costs 

Medicare wage index for each hospital 
geographic factorMedicare adjustment foreach 

hospital 
Outlier operating fixedloss threshold 
Outlier adjustment factor 

12 VAC 30-70-230. Operating payment for DRG cases. 

Source 
Claims history f i l e  
Claims history f i l e  

Claims histor) file 

Cost report file 

VA Health Service 

Cost Review 

C o u n c i l  


Medicare cost report 

Cost report file 

VA Health Service 

Cost Review 

C o u n c i l  


Medicare cost report 

VA Health Service 

Cost Review 

C o u n c i l  

Federal Register 
Federal Register 

Claims History File 
Federal Register 

A. 	 The operating payment for DRG cases that are not transfer cases shall be equal to the hospital 
specific operating rate per case, as determined in 12 VAC 30-70-3 10, times the DRG relative 
weight, as determinedin 12 VAC 30-70-380. 

B. Exceptions. 

1 .  Special paymenttransfer areprovisions for calculating the operating for cases 
provided in 12 VAC 30-70-250. 

2. 	 Readmissionsshall be consideredacontinuation ofthesamestayandshall not be 
treated as a new case. 
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or  

1 2  L'.AC 30-70-210. Operating payment for per diem cases 

:\ 	 Theoperating payment for acutecare psychiatric cases andrehabilitationcasesshall be q u a l  
to the hospital specific operating rate per day, as determined i n  subsection A of 12 \'.-IC30­
70-320,times the covered days for the case, 

B. 	 The paymentforfreestandingpsychiatriccasesshall be equal to the hospitalspecific rate per 
day for freestanding psychiatric cases, as determined i n  subsection B of 12 VAC 30-70-320, 
times the covered days for the case. 

12 VAC 30-70-250. Operating payment for transfer cases. 

A .  Theoperatingpaymentfortransfercasesshall be determined as follows: 

1 .  	 A transferringhospitalshallreceivethelesser of(i)a perdiempaymentequaltothe 
hospital's DRG operating payment for the case, as determined in 12 VAC 30-70-230, 
divided by the arithmetic mean length of stay for the DRG into which the case falls 
times the length of stay for the case at the transferring hospital or (ii) the hospital's 
fu l l  DRG operating payment for the case, as determined i n  12 VAC 30-70-230. The 
transferring hospital shall be eligible for an outlier operating payment, as specified in 
12 VAC 30-70-260, ifapplicable criteria are satisfied. 

2. The final discharging shall hospital'shospital receive the full DRG operating 
payment,asdetermined in 12 VAC 30-70-230.The final discharging hospitalshall 
be eligibleforanoutlieroperatingpayment,asspecified in 12 VAC 30-70-260, if 
applicable criteria are satisfied. 

B. Exceptions. 

1.  	 CasesfallingintoDRGs456,639,or640shall not be treated astransfercases. Both 
the transferring hospital and the final discharging hospital shall receive the full DRG 
operating payment. 

7 
A. 

Casestransferredtoor from apsychiatric or rehabilitationDPUofageneralacute 
hospital, psychiatricacare freestanding facility licensed as a hospital,a 

rehabilitation hospital shall not be treated as transfer cases. 

12 V.AC 30-70-260. Outlier operating payment. 
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m e t h o d s  a n d  s t a n d a r d sFOR e s t a b l i s h i n g  payment rates ­

i n  p a t i e n tHOSPITAL care 

A. 	 An outlieroperatingpaymentshall be made for outliercases. This paymentshall be added to 
the operating payments determined in 12 VAC 30-70-230 and 12 VAC 30-70-250. Eligibility 
for the outlier operating payment and the amount of the outlier operating payment shall be 
determined as follows: 

1 .  	 Thehospital’sadjustedoperating cost for thecaseshall be estimated.This shall be 
equal to the hospital’s total charges for the case times the hospital’s operating c o s t  t o  
charge ratio, as defined in subsection C of 12 VAC 30-70-220, times the adjustment 
factor specified in 12 VAC 30-70-330. 

2. Theadjustedoutlieroperating fixed loss thresholdshall be calculatedasfollows: 

a.Theoutlieroperating fixed loss thresholdshall be multiplied by thestatewide 
average labor portion of operating costs, yielding the labor portion of the outlier 
operating fixedloss threshold.Hence,thenon-laborportionof theoutlier 
operatingfixed lossthresholdshallconstituteoneminusthestatewideaverage 
labor portion of operating costs times the outlier operating fixedloss threshold. 

b. 	 The labor portion of the outlier operating fixed loss threshold shall be multiplied 
by the hospital’s Medicare wage index, yielding the wage adjusted labor portion 
of the outlier operatingfixed loss threshold. 

c. The wage adjusted labor portion of the outlier operating fixed loss threshold shall 
be added to the non-labor portion of the outlier operating fixed lossthreshold, 
yielding the wage adjusted outlier operatingfixed loss threshold. 

3. 	 Thehospital’soutlieroperatingthresholdforthecaseshall be calculated.Thisshall 
beequaltothewageadjustedoutlieroperatingfixed loss thresholdtimesthe 
adjustmentfactorspecified in 12 VAC 30-70-330 plusthehospital’soperating 
payment for the case, as determined in 12 VAC 30-70-230 or 12 VAC 30-70-250. 

4. 	 Thehospital’soutlieroperatingpaymentforthecaseshall be calculated.Thisshall 
be equal to the hospital’s adjusted operating cost for the case minus the hospital’s 
outlier operating threshold for the case. If the difference is less than or equal to zero, 
then no outlieroperatingpayment shall be made.Ifthedifference is greaterthan 
zero,thentheoutlieroperatingpaymentshall be equal tothedifferencetimes the 
outlier adjustment factor. 

B. An illustration of theabovemethodology is found in 12 VAC 30-70-500. 
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C.Theoutlieroperating fixed loss thresholdshall be recalculatedusing base yeardata when the 
DRG payment system is recalibratedand rebased The threshold shall be calculated so as to 
result i n  an expenditure for outlier operating payments equal to 5 .1  percent of total operating 
payments, including outlier operating payments, for DRG cases. The methodology described 
in subsection A of this section shall be applied to all base year DRG cases on an aggregate 
basis, and the amount of the outlier operating fixed loss threshold shall be calculated SO as to 
exhaust the available pool for outlier operating payments. 

12 VAC 30-70-270. Payment for capital costs 

A .  	 Untilregulationsforprospectivepaymentofcapitalcostsarepromulgated,capitalcostsshall 
continue to be paid on an allowable cost basisandsettled at the hospital's fiscalyear end, 
following the methodology described in Supplement II1 (12 VAC 30-70-10 through 12 VAC 
30-70-130). 

B. 	 Theexceptiontothepolicyimmediately is thatthehospital-specificrateperdayforservices 
in freestandingpsychiatricfacilitieslicensedashospitals,asdetermined in 12 VAC 30-70­
320, shall be an all-inclusive payment for operating and capital costs. 

C.. 	 DMAS plans toimplementprospectivepaymentforcapitalcostsfor allDRGcases, acute 
care psychiatric cases, and rehabilitation cases. The implementation date will be determined 
later.Under prospectivepayment for capital costs, the Department willcalculateahospital 
specific capital rate and a statewide capital rate, and the two rates will be blended during a 
transition period. In successive years of the transition period, the statewide capital rate will 
comprise an increasing portion of the blended rate, until payment for capital costs is entirely 
based on the statewide capital rate. The two rates will be calculated as follows: 

1 .  	 The hospitalspecificcapitalratewillapproximatethehospital'saveragecapitalcost 
per case for DRG cases or the hospital's average capital cost per day for per diem 
cases. Initially, this rate will be based on settled cost reports for hospital fiscal years 
ending in a State Fiscal Year to be established in future regulations. Capital obligated 
after July 1, 1997shall not be included in thecalculationofthe hospital specific 
capital rate. 

2. 	 Thestatewidecapitalratewillapproximatethestatewideaveragecapital costper case 
for DRG cases or thestatewideaveragecapitalcostperdayforperdiemcases. 
Initially, this rate will be based on settled cost reports for hospital fiscal years ending 
in State Fiscal Year 1997. 
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